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MUNICIPAL ACCOUNTS. 
A First Step Toward Municipal Reform. 

IT is a matter of common knowledge that in the administration 
of cities there has been much waste of revenue and of re- 
sources. It is frequently inferred that public officials have been 
faithless. If, however, we attempt to establish the truth of this 
inference, we encounter a serious difficulty: we are unable to de- 
termine at what points loss has occurred and to fix the respon- 
sibility. As a result of this condition of affairs, neither officer nor 
taxpayer is able to apply a remedy to prevent extravagance in the 
use of public funds or to insure fidelity of service. In such cir- 
cumstances many of our most intelligent and public spirited citi- 
zens, after a few spasmodic efforts at reform, have resigned muni- 
cipal politics to fate, while others, still struggling in the dark, are 
seeking a method by which intelligent direction may be given to 
public affairs. Intelligent direction, however, requires light — 
the light that may be shed by a better devised system of public 
accounts. 

With the enlarged scope of private business, accounting has 
risen to the plane of professional service, the purpose of which is 
to devise methods of assembling the data of an enterprise in such 
manner as to give the best basis for administrative judgment. 
Without a system of accounts, successful management of even 
our smaller concerns would be impossible. Many a bankrupt 
may trace his downfall to the ignorance which comes from failure 
to provide a means of enlightened control. 

A city carries on business of large proportions — a business so 
complex in its organization that without a complete system of ac- 
counts it is almost impossible for officers to perform their duties 
with intelligence. It is highly creditable to American public offi- 
cials that in the absence of systematic accounts, and without the 
knowledge that might be gained through permanent tenure of 
office, public affairs have on the whole been even tolerably ad- 
ministered. 

It may be assumed as self-evident that for an intelligent under- 
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standing of the affairs of a municipality the public corporation 
should be recognized as acting in two distinct capacities: as a 
proprietor and as a trustee for the administration of institutions 
privately endowed for public ends. In each of these two rela- 
tions there should be a separate and distinct financial record and 
account. Moreover, it is clear that in both relations, it is of pri- 
mary importance that the data presented should throw light, first 
upon the economy and efficiency of administration, and secondly, 
upon the fidelity of the officials in their administration of public 
properties. 

Scientific methods of accounting were first evolved in private 
enterprise. For this, exact knowledge and sound judgment were 
necessary to survival. In private enterprise, some method which 
would guard the fidelity or faithful accounting for assets and lia- 
bilities and which would insure the strictest economy was pre- 
requisite. As government and the control of public corporations 
became more popular, and as the commercial and industrial classes 
gained and exercised a dominant influence in public affairs, rules 
of private thrift were gradually translated into principles of public 
administration. With the growth of a demand for clear state- 
ment of the doings of officers and -corporate trustees, the methods 
of financial analysis evolved and employed in private business 
have been to some extent applied to municipal affairs. 

In the development of the methods of accountancy there have 
been four distinct steps, (i) In small enterprises in which every 
transaction came under the direct oversight of the proprietor, the 
records were incomplete and unsystematic. (2) As enterprises be- 
came more complex, it became necessary to entrust certain por- 
tions of the business to agents and representatives, and to resort 
to a form of partial or incomplete accounts, giving a statement 
pertaining to properties and liabilities or to relations of business 
fidelity. Examples of this kind of accounting are found in insti- 
tutions which keep nothing but a cash book. Such a system 
continues to be used in some small private businesses, and it is 
the system in vogue in nearly all of our American cities. It is 
also the present method of the British imperial government as 
well as of our own state and federal governments. This is what 
may be termed an incomplete method of single entry accounts. 
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(3) A still higher development in private business has produced 
what we may term a complete single entry system: a system of 
record in which all the data of financial transactions are first col- 
lected in memorandum form and then coordinated in statements of 
final account, but still a system in which the accounts have to do 
with categories of proprietorship and official trust only. By such 
a method a strict account may be had of assets and a statement 
may be made of liabilities outstanding. This method is well 
adapted to holding officers and agents to strict account, but it con- 
tains no principle and involves no classification of items which will 
give information with respect to any relation of administrative 
economy. (4) The need for statements which would reflect the 
various transactions and state them in summaries of expense and 
financial return, so as to make clear the relation of cost to amount 
of service rendered, and thus determine the efficiency and intel- 
ligence of management, led to the introduction in private business 
of what is known as the double entry system of accounts. This 
method or system has two distinct categories: those of proprietor- 
ship and official trust, or asset and liability, and those of economy 
of administration, or expense incurred and income accrued. In 
the first application of such a system to public accounts, however, 
the records are necessarily incomplete. Omissions are made of 
certain transactions and financial relations, and it may take years 
of experience before these are given their proper place. Numer- 
ous examples may be given of such omissions. The more im- 
portant are: failure to set up reserves against current revenues 
where for good reason a current expenditure may not be made; 
failure to account for depreciation; failure to record accruals of 
interest; failure to record accruals of expense of administration 
on uncompleted contracts; and failure to set up judgments against 
the city as a part of current expenses. The final development of 
this method of accounting is a complete double entry system, i.e. 
a method or system of collecting all of the financial data pertain- 
ing to the business and of classifying this under categories (a) of 
economy, and (b) of proprietorship and official trust. 

The first marked advances toward modern public accounting 
were made in response to the need for publicity and for reliable 
summaries and statements of the financial condition of semi- 
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public enterprises. The abuses which had grown out of railway 
speculation in England in the fourth and fifth decades of the last 
century and the failures that resulted from the absence of strict 
financial control, were the reasons for the enactment of the Com- 
panies' Clauses Consolidation Act. (8 Vict. c. xix.) Under the 
provisions of this act auditors were to be appointed by the stock- 
holders of the corporations at their regular meeting, and these 
auditors were empowered to employ accountants to assist them 
in making reports, or in framing such reports prepared by the 
officers themselves, for the information of the stockholders. The 
reports of the auditors were to include certificates as to the cor- 
rectness of the balance sheets. They were also to give a "dis- 
tinct view of the profit and loss which shall have arisen in the 
transactions of the company in the course of the preceding half 
year." It was further provided that no dividends should be de- 
clared except out of profits, and that dividends should never be 
apportioned to stockholders when this would impair capital re- 
sources. 

Statutory provisions requiring the appointment of auditors, 
either by the stockholders of companies at their regular meetings 
or by the Board of Trade, were gradually extended to include 
public gas works, public water works, commercial banking com- 
panies, savings banks, university and college estates, judicial 
trustees, county officers, etc. In the movement toward political 
reform a local government board was finally created in 1871, 
which imposed upon all county councils, municipal corporations 
and town councils (except those of large cities) audits of accounts 
and reports to the government of financial operation as well as of 
financial condition of local governing bodies. The same spirit of 
reform and the same necessity for providing a system which would 
furnish exact and detailed information in summaries of resources 
as a means of aiding administrative direction and control, in- 
duced the large municipalities to employ professional accountants 
to install improved systems of financial records and to audit their 
accounts periodically. 

Theretofore the accounts had been little more than cash book 
entries of treasury statements. Reform movements had been di- 
rected toward holding the officers of the government to strict ac- 
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count in the handling of public funds, but no attempt had been 
made to obtain results which bore on questions of administrative 
economy. Private business of very much smaller proportions had 
been forced over to the double entry system as a means of self- 
preservation; in the case of the public corporation, however, the 
rule of survival did not apply, as the government could not be 
allowed to die whatever might be the cost of carrying it on. Bet- 
ter municipal accounting came as a result of a popular demand for 
administrative reforms which would give the desired service at a 
lower cost. When taxation became oppressive and it was found 
that public officials could not give an account of the cost of ad- 
ministration, when functions of municipal government had mul- 
tiplied and municipal activities had grown too complex to allow 
of an intelligent grasp of detail by those in control, the futility of 
the cash book system became apparent. 

From the best records that could be made of the flow of cash, 
and from the best summaries deducible from such records, no no- 
tion could be had of the real problems of administration. What 
the officer ought to know, and what the tax payer was primarily 
interested in as a matter of strict economy, was the current cost 
of government and the current revenue available to meet this cost. 
As a means of knowing existing financial conditions it was also 
necessary to have a complete accounting for the various properties 
belonging to the city and a complete statement of municipal obli- 
gations. Such information could be obtained from a current rec- 
ord of receipts and disbursements. 

In America less progress has been made. Here accounting re. 
mained undeveloped long after it had been established upon a 
basis of scientific classification abroad. This was largely due to 
the lateness of our national development. Until the middle of 
the nineteenth century America was primarily an agricultural 
community, and the farmer needed no account other than a simple 
statement of receipts and payments together with a memorandum 
of credit obligation. Before 1830 the bank was the only enter- 
prise of large capital and its transactions were treated as cash. 
As late as 1850 the transportation company was the only concern 
whose volume of business and breadth of organization demanded 
modern methods, or a complete double entry system of accounts. 
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After the Civil War, however, industrial and commercial enterprise 
assumed a prominent place in our national life. The current of 
population set more strongly to the cities, and a process of central- 
ization was begun similar to that which occurred in Great Britain 
nearly a century before. In 1890 about one-half of our popula- 
tion was urban, and in 1900, in the most highly industrial portion, 
the North Atlantic states, only 31.8 per cent of the population re- 
mained in rural employment. 

The sudden development of cities, the hopeless chaos in muni- 
cipal administration, the known dishonesty of some of our public 
officers, and the abortive attempts by honest and conscientious offi- 
cials to locate responsibility as well as to protect themselves against 
the suspicion of corruption which the public had come to entertain 
toward all those connected with local government, have, within 
the last two decades, resulted in a universal demand for municipal 
reform, which has brought the combined intelligence of honest 
citizenship to the solution of the problem. 

The first forward steps were in the nature of constitutional and 
legal reforms. By this method it was hoped so to hedge in the 
officers of government with restrictions, checks and balances, as 
to make it most difficult for them to go wrong. Such was the first 
reaction against official infidelity. In the United States, as in 
England and in continental Europe, attention was first called to 
attacks on the public treasury and to the subversion of public 
funds to private use. The first movement toward reform was the 
creation of an independent treasury official; and the first method 
introduced to detect fiscal abuses was the installation of a com- 
plete system of record of treasury transactions and the publica- 
tion of detailed treasury reports. These constitutional and legal 
changes were, however, negative in character and tended only to 
weaken official capacity and still further to confuse official intelli- 
gence, while the method of accounting in vogue served only as a 
protection against fraudulent inroads on the treasury. 

The need for a system of complete accounting in American mu- 
nicipalities as a prerequisite to municipal reform has in recent 
years been urged by many who have had to grapple with the admin- 
istrative problems of large cities, and their efforts have not been 
without result. It is coming to be understood that we need, not 
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constitutional and legal restrictions placed on official conduct, but 
measures which will provide for greater efficiency, and which will 
secure a better understanding of municipal activity and its results. 
The most important of these measures are those which aim to 
provide a more enlightened system of official records and reports. 
The city of Boston, for example, under a revised ordinance of 
1898, empowered the city auditor, with the approval of the mayor, 
to designate expert accountants to examine the books and ac- 
counts periodically. The object of this ordinance was to obtain a 
critical review, and it resulted in a more intelligent report, but 
the installation of a new system of control was not attempted. In 
1900 the state of Missouri appointed a special commission for 
much the same purpose. A number of states have inaugurated 
movements to create permanent boards or officers of central con- 
trol over municipalities and local government bodies, with powers 
similar to those enjoyed by the local government board of Great 
Britain. The state of Ohio, for example, has recently enacted a 
complete municipal code, which applies to the principal cities and 
towns of the state and gives them uniformity of administrative 
organization; and in addition to this the state has organized, un- 
der the state auditor, a bureau of uniform accounting, with power 
to prescribe forms and systems and to compel their adoption by 
all municipalities. Other states, as Wyoming, have introduced 
uniformity in accounts for county and town organizations. 

Within the last five years some of the American cities, recog- 
nizing the helplessness of their administrative condition under 
their antiquated and unintelligible systems of record, have taken 
the steps necessary to install double entry systems of account. 
The first to do this was the city of Chicago, by a measure which 
went into effect in 1902. The example of Chicago has been fol- 
lowed by Houston, Oklahoma City and Minneapolis; and the 
city of Rochester is now considering the installation of a com- 
plete system. Generally speaking, however, American munici- 
palities and local government bodies still attempt to work out 
their administrative problems from the cash book, and even in 
states where the law requires a statement of "revenue and ex- 
pense," attempts are made to reach this result through subsidiary 
schedules, making the treasury statement of receipts and dis- 
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bursements the principal feature of account and report. Such a 
method never has reached and never can reach the main prob- 
lems toward which municipal reform is directed. The purpose of 
accounts is to furnish the information necessary to intelligent ad- 
ministration; and to do this the accounts must be organized and 
classified in such a way as to reflect administrative problems. 
The cash book or treasury statement cannot serve this purpose. 

Few municipal accounting officers have yet risen to the dig- 
nity of professional accountants. Most of them are in temporary 
political positions and have received their places as a reward 
for partisan service. If we judge from the results of their work, 
the conclusion is inevitable that few of them have such a knowl- 
edge of the principles and methods necessary to a complete double 
entry municipal accounting. that they appreciate the futility of the 
cash book system. Even in cities like New York and Boston, the 
cash book is still retained as a central feature of account and re- 
port. The published statements of those cities show little else than 
the flow of cash as it is exhibited in summaries of receipts and dis- 
bursements. The additional information given bears on relations 
of fidelity and proprietorship; little or no information is furnished 
that can guide administrative control. It is still assumed that the 
chief aim of municipal accounts and reports is to show whether fis- 
cal agents have gone wrong. Neither the municipal officers nor 
the taxpayers have any means of determining current expenses in- 
curred or revenue accrued. There is no intelligible basis for ap- 
propriations; no means of ascertaining revenue surplus or revenue 
deficit, as distinct from cash balance; no logical basis for budget- 
ary estimates from which a rate of taxation may be determined. 

The obstacles in the way of the introduction of better systems 
of municipal account are many. In the first place, a clear appre- 
ciation of the need is not general even among the most enlight- 
ened citizens, nor, for that matter, among political scientists. 
Many still cling to the primitive method of control, restricted po- 
litical power, failing to recognize the advantages of centralized 
official direction and of better equipment for intelligent and ef- 
fective administration. The underlying principle in a govern- 
ment of divided executive powers is to insure fidelity by pitting 
one officer or department against another. This method assumes 
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that the chief aim of reform is to prevent fraud and autocracy; 
and the method was well adapted to earlier political and social 
conditions. The problem of to-day, however, is one of increased 
administrative efficiency. Increased efficiency in administration 
cannot come from a policy of negation; it must be associated with 
more highly centralized and responsible control, and such con- 
trol becomes effective only when intelligible records are at hand 
to guide the exercise of official discretion. 

Another obstacle to reform is found in what we may call insti- 
tutional inertia or custom. What habit is to the individual, cus- 
tom is to a society living under popular government. When a 
society has become accustomed to certain institutions and modes 
of action, it is reluctant to change them, and as a rule it will do so 
only when they have become so disadvantageous as to be practi- 
cally unbearable. 

A third, and perhaps one of the most potent deterring factors, 
is the cost of installation of an adequate system of accounts. A 
city in its business organization is much like a large industrial 
plant. Corresponding with its different but allied functions are 
organized departments of public service. Each department is 
necessary to the successful operation of the government; each re- 
quires highly specialized equipment and a complete record of de- 
partmental transactions as a means of intelligent supervision; but 
all must be molded into a general centralized system before the 
chief executive can obtain a proper view of administrative results 
and effectively execute official functions. Operating under the 
older theory of division of powers, many of the departments have, 
in the past, acted independently; and acting in this manner they 
have organized their work and have evolved systems of records 
peculiarly their own. Some have kept nothing but memoranda of 
transactions, others have reduced the memoranda kept to classi- 
fied statement for their own information. Few of the cities, how- 
ever, have what may be called a unified system of central accounts, 
and the departments themselves are opposed to unification. 

In such circumstances the devising and installation of a system 
of accounts requires the best professional service. An accountant, 
independent of all departmental traditions and official influence, 
with a training broad enough to grasp the administrative prob- 
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lems which confront the city, must make a complete study of every 
condition and detail of the service which is to be brought under 
the control of a single executive head; he must also know the 
powers and duties of allied governing bodies. The cost of devis- 
ing a system of control which will at the same time enforce fidelity 
of service, make possible the strictest economy, and facilitate de- 
partmental operations, is not inconsiderable. But the cost of de- 
vising a new system of accounts is not the most expensive part of 
the work. Before the city can avail itself of a system devised, it 
must be installed and supervised. Such past records as may have 
been kept, must be closed and the financial results transposed into 
the new system. In so far as the old system has failed to account 
for properties and financial obligations, these must be set up, after 
which those devising and installing the accounts must train the 
clerical staff employed by the city in the use of the new device. 
For professional service of this character the taxpayers are usually 
unwilling to pay. 

It is not an uncommon thing for a private corporation to pay 
large sums for the examination and improvement of a system al- 
ready in use — a system which is usually far superior even in its 
unimproved state to those employed by municipalities. This is 
considered a good business investment, made in the interest of 
permanent economy and higher working efficiency. In any large 
concern, public or private, a considerable part of the general ex- 
pense of operation is in the clerical service necessary to the keep- 
ing of records of transactions and classifying and summarizing 
them. A manufacturing concern will pay more for an improved 
cost-keeping system alone, than the largest of our municipalities 
is willing to expend for an entire modern accounting plant. A 
municipality may have a business many times larger than a private 
concern and be almost entirely without books of general account 
which will show administrative relations; yet the municipal offi- 
cer, fearing popular disapproval, is not willing to incur even a 
small portion of the expense which a private concern is ready to 
incur in order to secure administrative records and results. 

The benefits of an improved system of account are largely to 
be found in the future. Yet it is a significant fact, that, so far as 
accounting reforms have been introduced, the cities installing them 
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have thereby saved in a single year more than their entire cost. 
It is also significant that in each case where complete systems of 
account have been installed, those who have undertaken the pro- 
fessional work have done it at a loss. Under these conditions, 
there is no immediate prospect of any very radical reforms. Our 
citizens must first be forced out of their customary habits of thought. 
It must be recognized that efficiency in public administration 
is dependent upon the same conditions upon which success in 
private corporate business is already known to depend. 

Frederick A. Cleveland. 

New York University. 



